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SUBJECT: Statew de Residential Property Tax Offset Credit

SUWARY OF BILL

This bill would nodify current | aw regardi ng changes in ownership of rea
property for purposes of the ad val orem property tax, which would result in an
i ncrease of property tax revenues. Also, this bill would reduce the state sal es

and use tax rate by .25% which would result in a decrease of sales and use tax
revenues. Any net revenue increase fromthe difference between this property tax
revenue increase and this sale and use tax revenue decrease would be used to fund
a new i ncome tax credit.

Under the Personal Inconme Tax (PIT) Law, this bill would create a credit for

t axpayers who own a principal residence with a fair market value (FW) not in
excess of 150% of the median sales price of a honme in the county in which the
residence is |located. The amount of the credit would be determ ned annual ly by
di viding the net revenue increase (discussed above) by the nunmber of qualified
t axpayers for the year

Al t hough a brief discussion of the property tax and sal es and use tax provisions
of the bill is provided under Specific Findings, this analysis primrily
addresses the incone tax credit provision of the bill and its inpact on the
depart nent.

SUWARY OF AMENDMENT

The April 24, 2000, anendnments added the provisions that would i ncrease revenue
fromthe ad val orem property tax, reduce revenue fromthe sales and use tax, and
create a residential property tax offset credit.

EFFECTI VE DATE

As a tax levy, this bill would becone effective i nedi ately upon enactnent, and
the income tax credit would apply to taxable years beginning on or after
January 1, 2000.

SPECI FI C FI NDI NGS

The California Constitution generally limts the ad valoremtax on real property
to 1% of the full cash value of that property. The “full cash value” is the
assessor’s valuation shown on the 1975-76 tax bill or the appraised value of the
real property when purchased, newly constructed, or a change in ownership has
occurred.
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Current state |law specifies the circunstances when the transfer of ownership
interest in a corporation, partnership, limted liability conpany, or other |ega
entity results in a change of ownership of real property. Generally, a change in
real property ownership occurs when a legal entity or other person obtains a
controlling or majority ownership interest in the legal entity.

This bill would nodify what constitutes a change in ownership of real property
occurs, allowing an increase in the “full cash value.” This would result in an
increase in property tax revenues.

The California Constitution and current state |law i npose a sales or use tax on
transfers of tangi ble personal property. The sales or use tax payable in
connection with any given transaction is the sumof three conponents: (1) the
basic state sales and use tax, (2) the Bradley-Burns |ocal tax, and (3)

addi tional |ocal transactions and use taxes, if any. The basic state sales and
use tax rate is 6%

This bill would reduce the basic state sales and use tax rate by .25%

Current federal and state inconme tax |laws all ow taxpayers to deduct certain state
and | ocal taxes paid during the taxable year, including real property taxes and
personal property taxes. State and |ocal sales and use taxes are deductible if
incurred in carrying on a trade or business.

Current federal and state inconme tax | aws provide various tax credits designed to
provide tax relief for taxpayers that incur certain expenses (e.g., child and
dependent care credits) or to influence business practices and deci sions or

achi eve social goals. Credits generally are based on a percentage of

expendi tures by the taxpayer.

Under the PITL, this bill would create an incone tax credit for taxpayers who own
a principal residence with an FMW not in excess of 150% of the nmedi an sales price
of a honme in the county in which the residence is |ocated.

The amount of the credit would equal the taxpayer’'s share of the “statew de
residential property tax offset amount” for the taxable year. The “statew de
residential property tax offset amount” would mean the difference between the
addi ti onal ad val orem property tax revenue resulting fromthe changes made by
this bill and the anpunt of foregone state sales and use tax revenue that is
attributable to the .25%rate reduction. The Departnent of Finance (DOF) would
be responsible for determ ning these anmounts and providing themto the Franchise
Tax Board (FTB) by Decenber 1 of each year. The taxpayer’'s share of the
“statewi de residential property tax offset amount” woul d be determ ned by
dividing the of fset ampbunt by the nunber of taxpayers claimng the credit.

The county assessor woul d determ ne whether the FM/ of a residence is |ess than
150% of the nedian sales price of a honme in that county. Two copies of a witten
noti ce of that determ nati on would be provided to the taxpayer with the annua
property tax bill. Taxpayers would be required to attach this notification to
their income tax return or the credit would be disallowed.

Any credit anpunt in excess of tax could be carried forward indefinitely.
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Pol i cy Consi derations

This bill does not specify that the hone nust be owner occupied. Thus, a
credit could be allowed for taxpayers that own a honme and rent it to soneone
el se as their principal residence. Further, if the taxpayer owns nore than
one residence that is used by someone as a principal residence, the credit
could be allowed for each residence.

| npl enent ati on Consi derati ons

This bill would raise the follow ng inplenentati on concerns. Departnent
staff will work with the author to resolve these concerns as the bill nopves
t hrough the Legi sl ature.

The operative dates within the bill are inconsistent. Since the bill is
a tax levy it would becone effective i mediately upon enactnent. The
property tax provision would becone operative on the effective date. The
sal es and use tax provision specifies it would becone operative after
December 31, 2000. The income tax provision specifies that it would
become operative for taxable years beginning on or after January 1, 2000.
Since the credit anmount is dependent upon the property tax and sal es and
use tax provisions, it does not appear that the "statew de residential
property tax offset anmount” could be determ ned for 2000. |In addition,
since DOF nust provide the total by Decenber 1, the entire year could not
be reflected for 2000.

Further, it is unclear whether the county assessors could determine if a
resi dence was qualified for 2000 in tinme for the notices to be included
with the property tax bills. Property tax bills are normally issued in
Cctober with the first installnment due Novenber 1.

The amount of the credit would be determ ned by dividing the offset
anmount by the nunber of “qualified taxpayers claimng the credit.” Thus,
t he anpbunt of the credit could not be determned until after al
taxpayers file their tax returns and claimthe credit for the taxable
year. Taxpayers woul d not know the amount of their credit when their
return is filed.

The bill requires DOF to provide the total offset ampunt to FTB and

requi res county assessors both to determne if the residence is qualified
and to so notify the property owner. It does not specify who is
responsi ble for determ ning the actual credit anount.

The owner of the qualified residence is a qualified taxpayer for this
credit. However, there is no correlation between qualified taxpayers and
t hose individuals who have a Personal Income Tax (PIT) liability or
filing requirenment. It is unclear whether the author intended the credit
to be divided only anong honmeowners with a PIT liability.

If the credit is divided anong all honeowners, even those w thout a tax
liability, it is unclear howto account for any unused anobunts.
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It my be necessary to have the department issue refunds to qualified
taxpayers separate fromthe tax return process. For exanple, after the
DOF determnes the total offset anmount and after county assessors
determine if a residence is qualified, the offset anmount and list of
qualified taxpayers could be provided to the departnment. The departnent
could then determ ne the anpunt of refund per qualified taxpayer and

i ssue refunds. Since the credit is not refundable, taxpayers would
receive refunds only to the extent of their tax liability, with unused
credits carried over to future years.

If this is the process the author uses, the county assessors should al so
be required to provide a list (on magnetic nedia) of qualified taxpayers
to FTB annual | y.

This bill would require the departnent to disallow any credit claimed if
the taxpayer fails to attach the assessor’s notice to the tax return. It
woul d be nore appropriate to disallow the credit if the taxpayer fails to
provi de the assessor’s notice upon request. This would prevent the

di sal | owance of credits if the taxpayer accidentally omtted the
docunent .

This bill provides for an income tax credit equal to the anpbunt (offset
anount) that the property tax revenue increase exceeds the sales tax
revenue reduction. It is unclear what happens if the offset amunt is
zero or a negative nunber (i.e., the sales tax revenue reduction is equa
to or greater than the property tax revenue increase). For years in

whi ch the offset anpbunt is small, the costs to adm nister the credit
coul d exceed the benefit provided to taxpayers.

FI SCAL | MPACT

BOARD

Departnental Costs

If the inplenentation concerns are resolved, this bill woul d not
significantly inpact the departnent’s costs.

Tax Revenue Esti mate

The Board of Equalization (BOE) projects that the ambunt of state sales and
use tax revenues attributed to a state sales and use tax rate reduction of
.25% is approximately $1.1 billion. Neither BOE nor DOF has a current

estimte of the total anpbunt of additional ad val orem property tax revenue

proposed by this bill. However, based on estimates made in prior years,
t he BOE believes this amobunt may be between $1 billion to $2 billion. The
BCE al so estimates that there are 4 mllion qualified taxpayers.

Because of the uncertainty of the anmount of additional ad val orem property
tax revenue, the amobunt of any potential credit is unknown and cannot be
determ ned until the BCE or DOF conpletes its estinate.

POSI TI ON

Pendi ng.



